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Confluence Investment Management offers various asset allocation products which are managed using
“top down,” or macro, analysis. \We publish asset allocation thoughts on a weekly basis in a special
section within our Daily Comment report, updating the piece every Friday.

April 22, 2016

Although it is a widely held assertion that lower gasoline prices will lead to stronger
consumption, this correlation has been mostly absent following the most recent decline in fuel
prices. We suspect that household deleveraging has tended to weaken the expected impact of
lower gasoline prices. However, there does appear to be a strong relationship between consumer
confidence and gasoline prices.
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This chart shows how many gallons of gasoline a person can buy with one hour of non-
supervisory average wage. This ratio not only takes into account the price of gasoline but also
the effect of wage growth. Since 1964, the average worker has been able to buy 8.6 gallons of
gasoline for an hour’s wage. Periods of high oil prices are evident on the chart; the two OPEC
oil shocks in the 1970s into the early 1980s and the high oil prices from 2003 to 2014 are
obvious.
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GALLONS PER HOUR AND CONSUMER CONFIDENCE
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The relationship between gallons per hourly wage and consumer confidence is fairly clear,
although there are some periods where the two diverge. Generally speaking, two variables, the
previously described ratio of wages and gasoline prices, along with the unemployment rate, do a
reasonably good job of explaining the trends in consumer confidence.

Consumer confidence isn’t a great predictor of consumption or retail sales. However, since
1990, it has had a good fit with the trend in price/earnings multiples.
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This chart shows the Shiller P/E and consumer confidence. The two series correlate at the 87%
level. It does seem that rising consumer confidence tends to reflect a degree of investor
confidence as well. Therefore, to the extent that lower gasoline prices and tightening labor
markets boost consumer confidence, it is also reflected in multiple expansion, which is
supportive for equity markets.

Past performance is no guarantee of future results. Information provided in this report is for educational and illustrative purposes
only and should not be construed as individualized investment advice or a recommendation. The investment or strategy discussed
may not be suitable for all investors. Investors must make their own decisions based on their specific investment objectives and
financial circumstances. Opinions expressed are current as of the date shown and are subject to change.

This report was prepared by Confluence Investment Management LLC and reflects the current opinion of the authors. It is based
upon sources and data believed to be accurate and reliable. Opinions and forward looking statements expressed are subject to
change. This is not a solicitation or an offer to buy or sell any security.
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